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MEMORANDUM
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RE: Follow-up to Performance Audit:

Congtruction Contract Administration
Montana Department of Transportation (97P-05)

INTRODUCTION

In March 1998, we presented our performance audit on Construction Contract Administration to
the Legidative Audit Committee. The audit was completed at the request of the Montana
Department of Transportation (MDT). The report made seven recommendationsto MDT. We
requested and received information from MDT on their progress in implementing the
recommendations in June 1999. To complete the follow-up project, we interviewed department
officids and gteff, reviewed changes to written policies and forms, and reviewed the work of a
Congtruction Process Review Team crested by the department.

In addition to summarizing the results of our follow-up work, this memo presents background
on the congtruction contract administration process and the changes that have taken place since
our audit.

SUMMARY OF FOLLOW-UP RESULTS
The following table shows the status of the recommendations in our 1998 report.

Recommendation Status

Implemented

Being Implemented
Partidly Implemented
Tota
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As can be seen in the table, most of the recommendations are till in the process of being
implemented. The department isin the process of implementing a new software package caled
SiteManager that will be used to automate the field record keeping and contractor payment
systems. This new system will dlow the department to implement changesin their paperwork
requirements and in how they will process and approve change orders. This system is only one
part of severd automated systems that are planned for various department processes related to
condruction projects. Fina implementation is not expected to begin until April of 2000.

Severd of the recommendations will require study and then change in department organization,
policies, and procedures. Other changes in construction contract administration could be
recommended by a Construction Process Review Team established by the department in 1999,
which is discussed below. Full implementation of construction contract administration changes
is not expected until sometime in 2000.

BACKGROUND ON CONSTRUCTION CONTRACT ADMINISTRATION
Highway congtruction is achieved by contracting with private contractors to complete
designated projects. The Congtruction Contract Administration (CCA) processis the
procedures followed by department staff to monitor highway construction contracts. CCA
functions are carried out centrdly by the Congruction Bureau within the Engineering Divison
and by department staff located within five regiond didtricts located across the Sate. At the
time of our audit, gpproximately 230 FTE were dlocated to the CCA program. Some of the
main CCA activities carried out by digrict saff include inspecting and testing materids and
contractors work, documenting contract quantities, preparing payment estimates, and preparing
change orders. Congruction Bureau staff provide oversght of digtrict activitiesincluding
ensuring uniformity between didtricts, reviewing progress estimates submitted by fied saff, and
developing program plans and program support functions.

CONSTRUCTION PROCESSREVIEW TEAM

MDT and the Federd Highway Administration (FHWA) created a Congtruction Process
Review Teamin May 1999. The mission of the team was to provide management with an
independent review and andysis of the MDT congtruction process from bid letting to find
acceptance and payment on a congtruction project. The department requested staff from the
Legidative Audit Divison to provide input to the team because of experience gained through the
1998 performance audit.

The team completed most of its work during June and July of 1999 and reported its preliminary
findingsto MDT and FHWA management a the end of July. Additiona presentations were
made to MDT g&ff into September. To completeits study, the team reviewed the LAD audit
and audits of congtruction projects completed by department interna audit staff. Team
members congtructed a flow chart of the CCA process, which was discussed with congtruction



daff. Because of time condraints, the team gathered much of its information through interviews
with al the mgor groups involved with CCA including the Montana Contractors Association,
digrict administrators, district construction engineers, construction project managers, and
headquarters staff.

Team Findings

The team’ sfindings fdll into five main categories where improvements were needed:
- Communications.

- Organization structure and roles.

- Designs and specifications.

- Staffing and traning.

- Processes and procedures.

Severd of the findings were similar to the concerns found in our 1998 audit indicating severa of
the recommendations were not yet implemented. Specificaly, the team indicated continuing
concerns with:
- Need for accountability of construction staff and management (recommendation #1).
- Need for clearer policies on change orders (recommendation #5).
Need for clarification of role and authority of Construction Bureau and the Didtricts
(recommendation #7).

The team found that due to the large number of congtruction projects and use of alarge
percentage of seasona employees, the department is not dways able to do the leved of
contractor monitoring that was done in the past. Thistiesto two of our recommendations
(reducing CCA paperwork and adjusting the level of monitoring for lower risk projects
recommendations #3 and 6) which are designed to alow congtruction staff to concentrate on
the highest priority areas of the CCA process.

Other MDT Commitments

In addition to the Congtruction Review Team, the department is developing other steps to
improveits oversght of congtruction projects. These steps were discussed with the FHWA in
May 1999. Some of the department commitments made to the FHWA include:

- Hiring assstant congtruction engineersin dl didtricts.

- Egtablishing a pilot condruction oversight team.

- Deveoping and mantaining forma congruction training program.

- Establishing an expanded and improved communication program.

FOLLOW-UP FINDINGS

The following sections give the implementation status of each recommendation based on follow-
up work performed by the Legidative Audit Divison and information collected by the
Congtruction Process Review Team.




Perfor mance Evaluations

During the audit we found that evauations and performance gppraisals of CCA management
gaff were not being completed. A management evauation process is key for decentralized
operations like the department’ s construction contract administration process.

Prior Recommendation #1
We recommend the department periodically evaluate CCA managers
performance.

This recommendation is being implemented.
The department has a draft evauation process but has not yet begun completing the
performance appraisas.

Field Office Manual

We found thet field staff were not provided specific direction in conducting field office duties.
One didrict had developed its own manua, which summarized vauable information from
various other department sources.

Prior Recommendation #2
We recommend the department develop a formal field office manual for district
staff to use in the CCA process.

This recommendation is implemented.
The department developed a Fied Office Manud with the help of didtrict office engineers. The
manua was recently distributed to the digtrict offices.

Reducing CCA Paperwork

The department has gradually changed its system for documenting CCA activities from “paper
and pencil” to dectronic data processing. While eectronic systems have hdped smplify some
CCA activities, the department has retained some of the paperwork documentation from the
paper and pencil processing system.

Prior Recommendation #3
We recommend the department eliminate unnecessary paperwork in the CCA
process by revising various paperwork processes currently used.




This recommendation is being implemented.

The department is in the process of setting up a new automated field note collection and
contractor payment system (SiteManager) which the department has indicated will reduce its
reliance on paperwork. The department estimates that full implementation will take two years.

Evaluate Partnering Process

The department developed a partnering process designed to formalize communications with
contractors and make decisons at the lowest level of project staff to help get issues resolved in
atimey manner. Use of the process was voluntary and could be selected by the contractor if
hefelt it was needed. We found contractors only partnered on about 6 percent of construction
projects. The process did not fit well with existing controls and did not achieve itsintended
purpose.

Prior Recommendation #4
We recommend the department evaluate the purpose and the need for the formal
partnering process

This recommendation is being implemented.

At the conclusion of our audit the department suspended the partnering process until an
evauation of its benefits could be completed. The department has formed a committee
composed of contractors, MDT staff, and FHWA staff to review the partnering process.
Department officials have indicated that because of the heavy workload associated with the
congtruction season, the committee is not expected to meet until the concluson of the season.

Change Order Policy

Change orders are modifications to congtruction contracts, which reflect conditions not
anticipated during the project’ s planning process. The digtricts have been delegated authority to
gpprove change orders up to certain dollar limits. However, the computer system used to
process change orders has edits in place, which does not alow district personnd to exercise
their approva authority.

Prior Recommendation #5

We recommend the department either:

A. Eliminate the existing change order policy which delegates authority to
the district level, or

B. Fully implement the current policy by adapting the current computer
systemto allow processing at the district level.




This recommendation is being implemented.

The department has indicated that a decision on change order delegation will be made as part of
the implementation of the new computer system for contractor payments. Any decison in this
areawill have to be coordinated with any changes made as a result of recommendation #7
relaing to department organization and CCA roles.

L evel of Congruction Contract Monitoring

The CCA processis designed to gtrictly control the quality and costs on construction projects.
This approach is labor intensive and does dlow for dternative gpproaches depending on the
type of project being constructed. One possible dternative gpproach would be to try
decreasing on-site monitoring by CCA gaff for some low risk projects.

Prior Recommendation #6
We recommend the department examine the level of construction project
monitoring needed for lower risk projects.

This recommendation is implemented.

Because of increased workload, the department has reduced the level of contract monitoring in
someingtances. The department has found that some tasks formerly performed by department
gaff can be more efficiently performed by the contractor. The department then performs more
of aquality assurance rolein these Stuations.

Organization and Role

Under the current organizationa structure, Construction Bureau Staff operate with severd
disadvantages. The bureaur’ s functions are a confusing mix of oversght and technicd assstance,
which has crested communication and organizationa problems statewide. The current
organizational structure does not correspond to the control and procedures established for the
CCA process.

Prior Recommendation #7

We recommend the department examine and change the role and the authority of
the Construction Bureau and the districts in the Construction Contract
Administration Process.

This recommendation is partialy implemented.

The department has clarified the role of the Construction Bureau with the parties involved in the
CCA process. However, the department has not changed the organizationa structure and the
digricts are dill higher in the reporting structure than the bureau which has oversght
respongbility over the didricts. Organizationd structure and its accompanying communication




requirements were two of the main issues identified by the Congtruction Process Review Team.
Department officids indicated that organizational change is a consideration as they complete a
study of the recommendations made by the Construction Process Review Team.

CONCLUSION

Even though the department has only implemented two of the seven recommendations,
department officiads have indicated their intent to implement al of the recommendations. We
found the department has activities in place that should address the remaining five
recommendations sometime in 2000. Therefore, we do not believe additiond follow up is

necessary.
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